






















































































































































































































































































































































































































































































































































































































MET R 0 POL I TAN C 0 U N elL
Suite 300 Metro Square Building, St. Paul, Minnesota 55101

612-291-6359

DATE: July 10, 1987

TO: Metropolitan Council

FROM: Metropolitan Significance Review Committee
Donald Stein, Chair

SUBJECT: Metropolitan Significance Review
Proposed National Basketball Association (NBA) Arena in Minneapolis
Metropolitan Council Referral No. 14154-1

INTRODUCTION

A metropolitan significance review of the proposed arena for the NBA franchise
in Minneapolis was initiated by the Metropolitan Council on April 23, 1987.
Parties to the review included the city of Minneapolis, the Minnesota
Timberwolves, the city of St. Paul and city of Bloomington. A staff report on
the project was prepared under the direction of the chair of the Council and
was the sUbject of a pUblic hearing conducted by the metropolitan significance
review committee on June 24, 1987 at which parties to the review and interested
persons presented testimony. Final arguments and proposed findings and
recommendations were presented to the committee by the parties at the committee
meeting on July 8. The parties' statements together with statements submitted
by interested persons are available for review in the Council offices.

AUTHORITY TO REVIEW

The Metropolitan Significance Act of 1976 (MSA 473.173) together with
metropolitan significance rules and regulations adopted on Jan. 16, 1978,
provide for the identification and review of all proposed matters alleged to be
of metropolitan significance. The Council may initiate a metropolitan
significance review by resolution or the chair of the Council, in response to
a request submitted in accord with the rules and regulations, may order the
commencement of a review.

The basis for initiation of a review is an arguable case that the proposed
matter is of metropolitan significance. The standards for making an allegation
of metropolitan significance include both metropolitan system effects and
effects on local governmental units other than the situs governmental unit.

The. purpose of the review, as stated in the rules and regulations, is to assure
that the total effect of a proposed matter of metropolitan significance is
considered and that the orderly and economic development of the Metropolitan
Area is promoted, thereby protecting the health, safety and welfare of the
residents of the area •

.Following initiation of a metropolitan significance review, a significance
review report is prepared by Council under the direction of the chair of the
Council. It is to contain an objective description of the project, to analyze
issued raised regarding the project and make a recommendation as to whether the



project is of metropolitan significance and, if so, what action by the Council
is appropriate, The report is to be the subject of the pUblic hearing
conducted by the significance review committee which makes a recommendation to
the Council on the metropolitan significance of the proposed development and
potential mitigating measures.

If the Council determines that the development meets the criteria in the rules
for metropolitan significance, the Council may choose to take no action, to
amend its policy plan to accommodate the project, to propose modifications to
the project that would alleviate any adverse effect, or suspend any action
(construction) on the project for up to a one-year period following the
issuance of its final determination.

The review of the proposed NBA arena in Minneapolis was requested by the city
of St. Paul in a resolution accompanied by an information submission which
alleged that the proposed development has the potential to substantially affect
the existing or planned land use or development in local government units other
than the city of Minneapolis.

The metropolitan significance rules and regulations provide that the Council
must complete its review and make its determination within 90 days from the
date of commencement. The 90-day period ends on July 20, 1987.

DESCRIPTION OF THE PROJECT

The project under review is a facility that includes an arena for the Minnesota
Timberwolves, an NBA franchise team, and a full-service health club. The site
is in Minneapolis and covers two blocks, bounded by Sixth St. N., Glenwood Av.,
First Av. N. and Second Av. N. The facility will be linked by skyways to the
downtown and to peripheral parking garages.

The arena as originally described will have 18,000 seats, including 40 private
suites with 10 seats each and 1,500 preferred seats that will be leased. It
will have a convertible floor for ice events. The health club will accommodate
6,000-plus members and will provide all of the typical health club amenities
with the exception of tennis. The arena and health club, as well as the
Timberwolves franchise, will be owned by Marvin Wolfenson and Harvey Ratner and
will be built at a cost of $35.5 million exclusive of land acquisition and
preparation costs.

Construction of the facility is planned to begin in spring 1988 with completion
in fall 1989. The Timberwolves will play in the Metrodome for their first two
seasons and will begin playing in the arena in the 1990-1991 season.

The city of Minneapolis has issued $19 million in tax increment bonds to
assemble and acquire the site for construction. Taxes generated from the
facility together with an additional payment from the sponsors will be used to
pay the debt service on the city bonds. The project will also pay 20 percent
of its taxes as a contribution to the fiscal disparities pool. The remaining
20 percent will be paid by other taxpayers in Minneapolis.

The city will receive five percent of the net taxable income from the arena,
the health club and the team. In addition, the city will receive 20 percent of
the profit if the facility is sold and 10 percent of the profit if the facility
and team are sold together.
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ISSUES

The major issue raised in the report is whether the proposed arena would have
a substantial effect on existing or planned land use or development within a
local governmental unit other than Minneapolis and, specifically, if the
addition of the proposed arena would have a substantial effect on the
st. Paul Civic Center in st. Paul and/or the Metropolitan Sports Center (Met
Center) in Bloomington.

What constitutes a substantial effect on existing or planned land use or
development is not clearly defined in the metropolitan significance regulations
but is a matter of judgment for the committee or Council. "Substantial" is
defined in the regulations as:

"a relative term, the meaning of which is to be gauged by all the
circumstances surrounding the transaction in reference to which the
expression has been used. It imports a considerable amount or value in
opposition to that which is inconsequential or small, something serious as
opposed to trivial, something essential, material, or fundamental."

There also is an issue of making maximum use of investments in existing
facilities with available capacity before adding new ones.

FINDINGS

CONSISTENCY WITH COMPREHENSIVE PLAN

1. The proposed NBA Arena is generally consistent with the Minneapolis
Comprehensive Plan but the plan does not specify an arena on this site or
identify what street alignments may be needed to accommodate the proposed arena.

METROPOLITAN SYSTEM EFFECTS

1. The proposed NBA Arena will not cause a substantial effect on the
metropolitan transportation, sewer, airport or parks systems or on metropolitan
system plans for transportation, sewers, airports or parks.

METROPOLITAN DEVELOPMENT AND INVESTMENT FRAMEWORK: ECONOMIC ANALYSIS

The proposed NBA Arena is a special facility within the meaning of the
Metropolitan Development and Investment Framework and, therefore, the
Council used its economic evaluation criteria to review and comment on the
proposed arena with regard to need for the facility, benefits and costs and
public revenues that may be required.

Event Analysis

1. Although existing regional arenas have unused capacity based on 160 open
dates at the St. Paul Civic Center and Metropolitan Sports Center and on the
less-than-maximum attendance at those arenas, accommodating professional
basketball in existing arenas would require rearranging the schedule of other
events and scheduling some games at non-optimal times.

2. The market for nonsports events is both regional and local. There is not
much room for growth in the regional market, which has the most profitable
events.
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3. The new arena will not attract as many nons ports events as the Minnesota
Timberwolves state. The high end of estimates for nonsports events is 125-135.

4. Losing the NBA franchise would render operation of a new arena impossible
without severe impacts on all arenas.

Public Subsidies and Arena Financing

1. Each of the existing arenas has received some form of pUblic subsidy. None
receives operating subsidies at this time. The University is proposing to fund
its arena from ticket sales, student fees, revenues from priority seating and
payments from the University for use of the facility.

2. Given reduced net revenues from those estimated originally by ERA
Associates, the proposed NBA arena is more likely to compete with existing
facilities for the more profitable events.

3. The increased competition for events will result in reduced rental rates at
all arenas and reduced revenues for existing arenas considerably higher than
those estimated initially by ERA Associates, which projected a loss of two to
four percent of net operating revenues at the Metropolitan Sports Center and
one to three percent at the St. Paul Civic Center.

4. The reduced revenues resulting from increased competition may require a
greater subsidy for debt service from St. Paul downtown business for the st.
Paul Civic Center and may require a future SUbsidy from St. Paul taxpayers for
operations.

5. In written testimony the Minnesota Timberwolves stated that they will not
need to compete aggressively with existing arenas for events because the new
arena will be profitable based solely on basketball revenue and on replacement
events from the old Minneapolis Auditorium. However, the president of the
corporation, Robert Stein, stated in oral testimony that existing facilities
could retain those events important to them.

6. The extent to which the new arena needs to attract nons ports events depends
upon the revenues generated by the basketball operations and health club
operations. This, in turn, depends upon the organizational structure for
these operations and the arena, specifically how revenues are shared. The_
three operations, the franchise, arena and health club will be divisions of a
single corporation. '

7. The Minneapolis Community Development Agency has contracted with the
corporation representing the franchise, arena and health club to pay the debt
service for the arena. The debt service is also guaranteed by a line of credit
that includes the assets of the Northwest Racquet Clubs, Inc., which consists
of the existing health clubs owned by the sponsor of the arena project. In
addition, personal guarantees are provided by Harvey Ratner and Marvin
Wolfenson.

8. The effect of tax increment financing for the proposed NBA arena site is to
increase taxes within the city of Minneapolis and, to a lesser extent, in the
rest of Hennepin County.
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Economic Impacts

1. Arenas typically have less significant economic impact than facilities such
as convention centers that attract visitors from outside the area who stay
overnight and use nearby restaurants and other retail establishments.

2. The proposed NBA arena will have annual total direct and indirect benefits
upwards of $18.6 million in addition to the one-time benefits from
construction. Total direct impacts are projected to be $7.8 million plus an
additional $2.4 million in property taxes and $0.4 million in sales and excise
taxes. Some of these expenditures are diverted from elsewhere in the region.

3. The city of Minneapolis will benefit from increased employment opportunities
and property taxes. In addition, Minneapolis will benefit if the arena serves
as a catalyst for redevelopment of a blighted area in the downtown.

4. The city of Minneapolis and the Minnesota Timberwolves are paying the
financial costs of the proposed NBA arena. At the same time, construction of
the new arena may create costs for existing arenas in terms of reduced revenues.

METROPOLITAN DEVELOPMENT AND INVESTMENT FRAMEWORK: PLANNING ISSUES

1. The proposed NBA Arena is consistent with MDIF policy for the Metro Centers
that states that appropriate development in the Metro Centers is that
requiring a central location, high accessibility, high service levels and high
density. The arena's anticipated effect on redevelopment of a blighted area in
downtown Minneapolis is also consistent with MDIF policy supporting strong
Metro Centers in the region.

2. MDIF policy supports two strong Metro Centers. To the extent that a new
arena adversely affects the economic health of downtown St. Paul, it would not
be consistent with Council policy for the Metro Centers.

3. The MDIF focuses on managing public resources with the objective to maXlmlze
the use of existing facilities. If existing facilities can accommodate the
Minnesota Timberwolves, construction of a new arena would not be consistent
with Council policy supporting economic use of public resources.

a. There is capacity (open dates and adequate playing facilities) within
the existing arenas to house the Minnesota Timberwolves but the Minnesota
Timberwolves have identified a potential financial risk for the franchise
if the team does not have a facility in which they have priority scheduling
and ancillary facilities.

b. The proposed University basketball arena can provide the priority
scheduling and ancillary facilities needed by the Minnesota Timberwolves.
The University estimates that the cost of the University basketball arena
will be $50 million. No funds are currently committed for the University
project.

RECOMMENDATIONS

1. That the Council determine that the metropolitan significance regulations
apply to the proposed NBA arena project.

a. That the Council determine that the proposed NBA arena project will not




